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Ud,) Broll and Bernard Michael Gilroy trade theories. 2 The origin of an increasing international intra-industrial exchange of goods among industiral countries evolves largely out 01' their similar levels of development as inherent in their standards of living.
3
The political economical implications of intra-industrial com,modi;y trade flows are far-reaching. The rising intensity of international trade tlows-given that imports may rise quicker than exports-should not be judged alone simply from thc perspective of international market' segment distributions of egoistic countries. Intra-industrial trade rather expresses an intensive specialization effect within the various branches ofthe economy combined with an increasing expansion of the differentiatcd product sortiments ofmultinational firms:
The approach focalized here alJows one to examine theoretically the empirie<!l observation of increasing levels of intra-industrial trade tlows. The relationship between intra-industrial trade and consumer preferences in addition to product differentiation advanced by internationally active firms are discussed within the framework 01' a simple model 01'
international trade in differentiatcd goods. It is demonstrated that in an international free trade scenario ranking high in product differentiation and monopolistic market strlle! ,'res thc intcnsity of international trade activites steadily rises as the structure of consumcr preferences exhihits demand pattern ~imilarity; export aud import levels risc ~imultaneously.
A Simple Trade Model With Differentiated Products
For simplicity, assume that the economy of a nation consists 01' two commodity producing sectors. 5 The agrarian secto~ Y produces a homogeneous good, food. whcreas the manufacturing sector X is the supplicr of differcntiated goods to prices Pl""'P n , Each consumer possesses a preference for some i <.\ea I differentiated good in the sense that individuals regard themselves to he better off when they ean consume a differentiated good which exactly fits their view of the ideal design for that class of products than whenthey do not. An individual thus decidcs to purchase oue unit of his ideal good.
given that it is available ; if the market priee of the good does not excccd the consumer's Thepi'oduct space is such that there ex.ists a olle-to-one correspondence between, the continuum of varieties and a circumference of a circle with radi~ls 1/21r.
Consumers are respectively distributed along the product circte wirh regard to their most-preferred specification of brand. The domestic population density, according to the peaks of the utility fU11ction, istp, the foreign being tp*. The market dem ,md function facing a firm j is then simply the sum of demand over the firm specific market width interval [~, z] . The relevant demand function Dj ( . ) of a firm j ~r.o~ucil1g a differntiated product .\) is thus.
; (I)
Differentiated products are produced under a non-convex technology. Dual to the production function of firm .i the cost function C(DJ)=F+C . DJmay be derived, exhibiting constant marginal costs c. lt is assumed that such a similar cost function is applicable to all firms in the' manufacturing seetoT. The firm 's goal is to maximize its profit funetion 1rJ: (2) The profit function of a firm j is concave; that is for given product varieties (.\"I •••. .xn) there exists an optimal price PJ, as long as neighboring firms· (i-I; j+ 1) have positive market shares. It can be shown that there exists a non-cooperative NashequiJibrium (compare Friedman [1977] ). In such an international symmetrieal trade equilibrium all firms are equispaced and theprofit maximizing price isderived as PI =c+ 1/(11+11*) ; with H= 1/(11+11*) representing the weII-known Herfindahl-HirschmanIndex of supplier concentration.
Tbc integrated market consists of (1l+11*) firms which supply exactly (n+n*) produet varieties, since it would not be profitable enough for a firm to offer the same variety which already is available in the market. In the following scctiön the individual 6. Thc' consumer's (indirect) utility function (when he consumes the variety .\)) u( . )=.I'-:""prf.'!ß+ (a-.\)21; Y is income ' and a is the.-ideal product; thc pari r· I of the utility'function has a, single peak at a=xl. and aggregate expon fllllclions \vill be derived.
Export Activity and Demand Pattern Similarity
The export activity of a domestic firm j is detined through its foreign demand Linder (1961) argues that initially industries expand to satisfy domestic COnsumer demaz;td, and export onee the horne market is larg~ enough to permit the induslry to achieve economies of scale and competilive unit costs. l1 Since the products were orginally intended for the prcferences and income levels of the domestic market, exports will flow to countries with a similar demand pattern as intrinsic to their standard of living. Increasing equivllience of international consum~r preferences generates a higher \ volurne of international trade.
In 'the present framework the voulme of trade (1) is defined as: (9) whereas "._'" rcprcscnts export vaJucs and the parameter .. a" may be interpreted as the degree of preference similarity. Valuing the volume of trade at its equilibrium level for identical preference struetures 'of countriesi.e. 1I....,,~), the voumcs of trade will II.Comparc c.g. Höod and Young (1979) . p.14L The Linder approach is simil<lf to that adopted in export base' theorics of growth. Sce further thc interesting applied Lindcr/Hlttbaucr Approl!.ch article of Kellman;'C:ahnjand Glass(1986) in this journal. I
